t h e J o u r n a l o n I n n o v a t I o n C r i t e r i o n
Some accused infringers have urged the lower courts not to read Halo to permit enhanced damages for infringement of standard-essential patents (SEPs). 6 For example, in Core Wireless Licensing S.A.R.L. v.
LG Electronics, Inc., the accused infringer, LG, argued to Chief Judge Rodney Gilstrap of the Eastern District of Texas that, notwithstanding Halo, enhanced damages are inappropriate for SEPs because "infringement is an expected part of the standard setting model." 7 LG said that a commitment to license one's SEPs on fair, reasonable, and nondiscriminatory (FRAND) terms "restrict [s] the remedies available to holders of standard-essential patents," such that
The Federal Circuit will eventually face the question of whether enhanced damages are available for the infringement of SEPs. This article provides a framework for answering that question. I explain that no valid justification exists for categorically foreclosing the enhancement of damages for the infringement of FRAND-committed SEPs. When the SEP holder has offered to license its SEPs on FRAND terms, contract law-rather than patent law-governs the relationship between the SEP holder and the infringer. Under the contractual terms of a FRAND commitment, the SEP holder's compensation for the infringer's use of the SEPs cannot exceed a FRAND royalty. However, that contractual constraint ends if the implementer exhausts its rights as a third-party beneficiary of the FRAND contract. At that point, the SEP holder's FRAND commitment is moot, and the relationship between the SEP holder and the infringer returns to the domain of statutory remedies contained in the Patent Act. The SEP holder then may seek the enhancement of the damages award for egregious infringement, pursuant to section 284. 9 Id. at 9 (emphasis in original). In Part I of this article, I examine the principles that guide the enhancement of patent damages after Halo. In Part II, I examine whether a FRAND commitment categorically forecloses the enhancement of damages for the infringement of SEPs. In Part III, I explain the culpability standard that courts use to determine whether punitive damages are warranted. In Part IV, I analyze several indicia of egregious infringement of SEPs that support the enhancement of the damages award.
I. Enhanced Damages After Halo
The Federal Circuit's Seagate decision in 2007 read section 284 to require the patent owner to prove, by clear and convincing evidence, that (1) "the infringer acted despite an objectively high likelihood that its actions constituted infringement of a valid patent" and (2) the risk of infringement "was either known or so obvious that it should have been known to the accused infringer." 16 The first prong (called the "objective recklessness" test) examined, as a matter of law, the objective reasonableness of the infringer's invalidity or noninfringement defense. The second prong (called the "subjective willfulness" test) analyzed, as a question of fact, the infringer's state of mind.
17
Under Seagate, the patent holder's failure to show that the infringement defense was objectively unreasonable as a matter of law would moot factual examination of the infringer's subjective willfulness and consequently foreclose the court's enhancement of damages. 18 Halo consolidated two separate appeals of patent-infringement verdicts in which the court had denied the patent holder enhanced damages. 19 The Supreme Court granted certiorari to decide whether Seagate's test for enhanced damages contradicted section 284 of the Patent Act. 20 On the merits, the Court found that Seagate did. 21 
A. Overruling Seagate
In Halo, the Court found the Seagate test "unduly rigid" and incompatible with section 284 because it "impermissibly encumber[ed] the statutory grant of discretion to district courts." 22 The Court said that "the 'word "may" [in section 284] clearly connotes discretion.'" 23 It observed that the statute
The Criterion Jour nal on Innovation [Vol. 1:1101 "contains no explicit limit or condition" on that discretion. 24 Over the course of 180 years, however, the "channel of discretion ha[d] narrowed" 25 to limit enhanced damages to "egregious cases of culpable behavior." 26 The Court acknowledged that Seagate reflected "a sound recognition" of the narrow role of enhanced damages as a punishment for egregious acts of infringement. 27 However, Seagate was deficient because it "exclude[d] from discretionary punishment many of the most culpable offenders" that enhanced patent damages intend to punish.
28
To the Court, "the principal problem with Seagate" was its requirement that the patent holder prove the accused infringer's objective recklessness in every case. 29 The Court posed the example of one "who intentionally infringes another's patent-with no doubts about its validity or any notion of a defense-for no purpose other than to steal the patentee's business."
30
The Court then noted that, " [u] nder Seagate, a district court may not even consider enhanced damages for such a pirate, unless the court first determines that his infringement was 'objectively' reckless." 31 This requirement in Seagate made "dispositive the ability of the infringer to muster a reasonable . . . defense at the infringement trial, . . . even if he did not act on the basis of the defense or was even aware of it."
32 The Court emphasized, however, that "[t]he subjective willfulness of a patent infringer, intentional or knowing, may warrant enhanced damages, without regard to whether his infringement was objectively reckless." 33 Consequently, Seagate impermissibly constrained a district court's statutory discretion to award enhanced damages.
34
The Court also overruled Seagate's evidentiary burden requiring clear and convincing evidence. First, it noted that section 284 does not impose a higher evidentiary burden than a preponderance of the evidence because Congress "expressly erected a higher standard of proof elsewhere in the Patent Act, . . . but not in § 284." 35 Second, relying on its 2014 decision in Octane Fitness, the Court said that "'patent-infringement litigation has always been governed by a preponderance of the evidence standard,'" and that section 284 "'imposes no specific evidentiary burden, much less such a high one. ' patent holder needs to prove only by a preponderance of the evidence that the infringer's actions were egregious.
B. Egregious Infringement
Despite overruling Seagate, Halo did not alter the principle that a finding of egregious infringement empowers but does not mandate a court's enhancement of damages. 37 If the finder of fact concludes that the infringement is egregious, the court then exercises its discretion to decide the extent to which it will enhance damages, if at all, 38 using the nine factors that the Federal Circuit announced in 1992 in Read Corp. v. Portec, Inc.:
(1) whether the infringer deliberately copied the ideas or design of another; (2) whether the infringer, when he knew of the other's patent protection, investigated the scope of the patent and formed a good-faith belief that it was invalid or that it was not infringed; . . . The Federal Circuit has nonetheless said that, when the finder of fact finds the infringement to be egregious, the court "should provide reasons for not increasing a damages award." 40 The court's failure to do so would constitute an abuse of discretion.
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[Vol. 1:1101 beneficiary of that commitment, contract law governs the licensing relationship between the SEP holder and the infringer. The contractual obligations arising from the FRAND commitment limit, to the amount of a FRAND royalty, the compensation that the SEP holder may seek for the use of its SEPs. However, the obligations arising from a FRAND commitment have boundaries, and the infringer can exhaust its rights as a third-party beneficiary of the FRAND contract. When the infringer does so, the SEP holder's obligations arising from its FRAND commitment become moot. The SEP holder then may seek the remedies available under the Patent Act, including enhanced damages.
In determining whether the FRAND commitment constrains the damages award in a specific case, the court needs to determine whether the SEP holder has discharged its obligations arising from the FRAND commitment. A typical FRAND commitment obligates the SEP holder to offer to license its SEPs on FRAND terms. 42 To discharge that obligation, the SEP holder must extend an offer to license that is sufficiently certain, such that it gives the implementer the power to accept that offer and execute a license agreement. 43 In addition, to comply with its duty of good faith that is implicit in any contract, the SEP holder must make an offer that falls within the FRAND range. 44 An SEP holder that has sued the implementer for patent infringement before extending a FRAND offer has not discharged its FRAND obligation. Consequently, the SEP holder could not resort to the Patent Act and obtain more than a FRAND royalty for the infringer's use of the SEPs until after the SEP holder had cured its nonperformance by making a legitimately FRAND offer and the implementer then had rejected that offer, expressly or by operation of law.
In contrast, if the SEP holder has discharged its FRAND obligation, then the court should determine whether the infringer has exhausted its rights as a third-party beneficiary of the FRAND contract. 45 An infringer can extinguish its rights by rejecting a FRAND offer or by failing to accept a FRAND offer within a reasonable period of time. 46 When the infringer has extinguished its rights as a third-party beneficiary, the contractual constraints that the FRAND commitment imposes on the SEP holder no longer apply with respect to the infringer in question. 47 Instead, the relationship between the SEP holder and the infringer reverts to patent law, which entitles the SEP holder to "damages adequate to compensate for the infringement," subject to possible enhancement of "the damages up to three times." 48 In sum, although a FRAND commitment contractually constrains the compensation that an SEP holder may obtain for the use of its SEPs, those contractual constraints become moot as soon as the infringer has exhausted its rights as a third-party beneficiary. After the infringer has exhausted its rights under the FRAND contract, the SEP holder may seek any remedy that section 284 offers, including an enhancement of the damages award.
III. What Is Egregious Infringement?
Halo reaffirmed that enhanced damages are not a typical punishment for patent infringement. Instead, they are a "punitive" or "vindictive" measure reserved for "egregious" behavior-an adjective that the Court used eight times in its thirteen-page opinion. 49 Yet, the Court did not define egregious infringement. It said only that egregious behavior includes conduct that has been described as "willful, wanton, malicious, bad-faith, deliberate, consciously wrongful, flagrant, or-indeed-characteristic of a pirate." 50 Tort law suggests what these descriptors might mean.
In tort law, punitive damages are appropriate only when the defendant's conduct reveals a heightened level of culpability.
51 Tort law distinguishes different types of culpable behavior, ranging from negligent to intentional, with reckless behavior falling between the two. An act is considered intentional when the tortfeasor knew that his action would inflict harm and acted with the intention of inflicting that harm. 52 In contrast, a reckless tortfeasor does not act with the intention of causing harm; 53 rather, he acts "'knowing or having reason to know of facts which would lead a reasonable man to realize, not only that his conduct creates an unreasonable risk of . . . harm to another, but also that such risk is substantially greater than that which is 46 Ct. 1923 Ct. , 1926 Ct. , 1932 Ct. -36, 1938 Ct. (2016 55 Under the Restatement (Second) of Torts, reckless behavior differs from negligent behavior, which consists of "mere inadvertence, incompetence, unskillfulness, or a failure to take precautions." 56 The Supreme Court considers the award of punitive damages in tort cases to be appropriate only when the defendant's conduct was either intentional or reckless. 57 Courts have applied these same tort principles when deciding whether to enhance damages for patent infringement. The Supreme Court has long said that enhanced damages are appropriate only in cases involving willful or bad-faith infringement. 58 Although the Court did not mention reckless behavior explicitly in Halo, lower courts have interpreted willful and bad-faith infringement to include an infringer's reckless disregard for the patent holder's rights, 59 and the Court did emphasize in Halo that a court deciding whether to enhance a damages award should apply principles developed in "180 years" of federal patent jurisprudence.
60 It is therefore reasonable to interpret the "egregious infringement behavior" to which the Court referred in Halo as including not only intentional infringement, but also reckless infringement.
Similar principles apply to cases involving the infringement of FRANDcommitted SEPs. Thus, after determining that the infringer exhausted its rights under the FRAND contract, the court may enhance the damages . . knows of the risk of harm created by the conduct or knows facts that make that risk obvious to anyone in the person's situation, and (b) the precaution that would eliminate or reduce that risk involves burdens that are so slight relative to the magnitude of the risk as to . . . demonstrat[e] . . . the person's indifference to the risk"); Restatement (Second) of Torts § 500 cmt. f (Am. Law Inst. 1965) ("While an act to be reckless must be intended by the actor, the actor does not intend to cause the harm which results from it. It is enough that he realizes or, from facts which he knows, should realize that there is a strong probability that harm may result, even though he hopes or even expects that his conduct will prove harmless."); see also award if it finds that the infringement of the asserted SEPs was either intentional or reckless.
IV. Egregious Infringement of SEPs
To constitute egregious misconduct justifying a punitive sanction, an infringement of SEPs must manifest a level of culpability exceeding mere negligence. Evidence of the infringer's knowledge of the SEPs and of the infringer's conduct during negotiation can enable the court to distinguish negligent infringement from reckless (or intentional) infringement and thus to identify cases deserving enhanced damages. It bears emphasis that an infringer will typically have greater notice of the existence of an SEP than it will have of the existence of a patent that is not essential to a standard. In addition, because enhanced damages are available only after an SEP holder has discharged its FRAND obligation, the infringer will have already received a FRAND offer from the SEP holder when the court decides whether to enhance the damages award. Consequently, there exists a high likelihood that, after the infringer has exhausted its rights as a third-party beneficiary under the FRAND contract, the court will find the infringement of SEPs to be egregious.
A. The Infringer' s Knowledge of the SEPs
The infringer's knowledge of the SEPs is fundamental to whether its infringement was negligent or egregious. 61 Halo forecloses enhanced damages when the infringer "appeared in truth to be ignorant of the existence of the patent right, and did not intend any infringement." 62 This requirement comports with the general definition of recklessness, which, as I explained in Part III, requires the defendant to know of the risk that its conduct will cause harm.
An infringer typically will have greater notice of the existence of SEPs than it will have of the existence of patents not essential to a standard. An SSO typically requires a patent holder to disclose a patented technology that the patent holder believes is (or is likely to become) essential to practicing the standard. 63 A public letter of assurance (LOA) executed by the firm claiming the SEP memorializes that disclosure , and the SSO then typically publishes the letter. 64 Thus, to assess the infringer's knowledge of an asserted SEP, a court should consider whether the SEP holder had submitted an LOA identifying the specific patents. Furthermore, the infringer might learn of the SEP's existence through its own participation in the SSO. Some SSOs allow members and nonmembers to observe the formal standard-setting process, and, if an implementer has a representative voting member in the SSO, it might be able to participate directly in the selection and review of specific standard-essential technologies. 65 The likelihood that the infringer knew of a specific SEP increases with the degree to which the infringer participated in the standardization process.
In addition, as I explained in Part II, to discharge its duties arising from a FRAND commitment, the SEP holder typically needs to offer to license the infringed SEPs to implementers on FRAND terms. The infringer would learn of the asserted SEPs upon receiving the SEP holder's notice of infringement and offer of a license for the infringed SEPs. When notifying the infringer, the SEP holder might specify the standards that its SEPs cover and explain how the infringer's product infringes those SEPs. The more detailed the SEP holder's notification of how the infringer's product violates the SEP holder's patent rights, the greater that notification's weight as evidence that the infringer knew that the SEP existed. For example, in Core Wireless, Chief Judge Gilstrap found that "LG had detailed knowledge of the patents-insuit long before the filing of [the] lawsuit" against it because "Core Wireless provided LG with claim charts that set forth detailed infringement contentions." 66 Surely, as is commonly the case in the licensing or cross licensing of portfolios of SEPs, if the infringer had previously executed a (now-expired) license for the same SEPs, that fact alone should conclusively prove that the infringer knew of the asserted SEPs.
In sum, the SEP holder's public LOA, the implementer's participation in standard setting, and the SEP holder's extension of an offer to license on FRAND terms all increase the likelihood that the infringer knew of the patent when infringing it. Depending on the specific circumstances of the case, the court might find such evidence sufficient to establish that the infringer knew that the SEPs existed. That evidence would support the conclusion that the infringer knew of the risk that its product would infringe SEPs, and that knowledge in turn would indicate that the infringer's unlicensed use of the SEPs was more than merely negligent.
B. The Infringer' s Conduct in Negotiating a License for SEPs
The infringer's conduct in negotiating a license for SEPs is another important factor enabling the finder of fact to distinguish negligent infringement from egregious infringement. Evidence of the infringer's negotiation conduct might indicate that the infringer deliberately decided to disregard a known risk that its product infringed the SEPs.
Consider three familiar scenarios regarding license negotiations. In the first and simplest scenario, there is evidence that the infringer knew that its product infringed the SEPs in suit and yet refused to negotiate a license with the SEP holder. Such evidence supports a finding that the infringer consciously decided to disregard the SEP holder's rights. An implementer's categorical refusal to negotiate a license for those SEPs epitomizes the "pirate-like" behavior that justifies enhanced damages under Halo.
In the second scenario, the infringer's refusal to negotiate a license is constructive rather than explicit. Suppose that an infringer refuses to sign a standard nondisclosure agreement (NDA). It is, of course, standard commercial practice for parties entering into a license agreement to execute a mutual NDA. 67 The infringer of an SEP cannot refuse to execute an NDA and thereby stall the commencement of license negotiations. Such conduct by the infringer would constitute a constructive refusal to negotiate a license, and it would have the same effect as the infringer's express refusal to negotiate a license.
In the third scenario, the infringer intentionally delays the license negotiations. Courts have found that prolonged infringement supports a finding of egregious infringement. 68 Similarly, evidence of the infringer's repeated misconduct favors enhancing the damages award. 69 Evidence that the infringer unduly delayed the timely execution of a license agreement increases the infringer's culpability. To determine the reasonableness of the [Vol. 1:1101 infringer's dilatory negotiating behavior, the finder of fact should examine whether the infringer "acted in accordance with the standards of commerce for its industry." 70 The more the infringer's negotiation conduct departs from industry practice, the more confidently the finder of fact may conclude that the infringer either intentionally infringed the SEPs or acted in reckless disregard of the SEP holder's rights, such that the infringer engaged in egregious infringement deserving an enhanced damages award. However, there is an important caveat: if the SEP holder faces pervasive infringement of its patents, the industry's overall pattern of intentional or reckless disregard for the SEP holder's rights cannot provide the infringer a defense against its own willful infringement. 71 In Core Wireless Licensing S.A.R.L. v. LG Electronics, Inc., Chief Judge Gilstrap relied on the infringer's negotiating conduct to conclude that the infringement was egregious. He awarded the SEP holder enhanced damages, in part, because LG had "invited the Core Wireless representatives to Korea one last time and indicated that it would be making a monetary offer for a license," only to "deliver[] a terse one-page presentation stating that a lawsuit at that time between the parties was 'preferable' to a license." 72 Chief Judge Gilstrap said that such a message would have been more appropriately delivered by email, and consequently he reasoned that LG's conduct was "clearly within the totality of circumstances which the Court should properly consider" when awarding enhanced damages. 73 
Conclusion
In Halo, the Supreme Court overruled the Federal Circuit's Seagate standard for enhancing patent damages for willful infringement, as provided by section 284 of the Patent Act. The Court said that egregious infringement alone could justify a court's decision to enhance the damages award, regardless of the objective reasonableness of the infringement defense. However, some standards implementers have urged courts not to read Halo to permit enhanced damages for the infringement of SEPs, on the rationale that infringement is an expected part of standard setting. That argument, which implies that the infringement of SEPs is never so egregious as to justify the enhancement of a damages award, does not withstand scrutiny.
Enhanced damages for the infringement of SEPs are likely to be unavailable as long as the contract arising from the FRAND obligation governs the relationship between the SEP holder and the infringer. However, the SEP holder's FRAND commitment becomes moot as a matter of contract law as soon as the infringer has exhausted its rights as a third-party beneficiary of the FRAND contract by rejecting the SEP holder's FRAND offer, either expressly or by operation of law. Thereafter, the governing law reverts to the Patent Act and its interpretation by the federal courts, pursuant to which the SEP holder may seek enhancement of the damages award under section 284. As the Court emphasized in Halo, the decision to enhance the damages award rests in the court's discretion, provided that the infringement is egregious. Factors such as the infringer's knowledge of the SEPs' existence and the infringer's conduct in negotiating a license for SEPs inform whether the infringer has engaged in egregious misconduct justifying a punitive sanction.
